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I.  Present County Collections: Estimation 
Methodology for Unincorporated Revenues

A.  Property Taxes

Property tax estimates are developed from 
two interconnected components: total levy and 
assessed valuation.

The Unincorporated Area Levy amount for 2004 
is taken from the Roads Fund Financial Plan.  

Assessed valuation is based on 2002 
assessment data, used to calculate taxes 
collected in calendar year 2003.  Each parcel 
in unincorporated King County was geocoded– 
geographically placed at a point relative to 
the urban growth boundary and the ten major 
potential annexation areas.   

The 2003 unincorporated assessed valuation 
projection is a subset of the countywide forecast 
model.  As part of the annual budget process, 
assessed valuation is estimated from an overall 
trend analysis that regressed historic assessed 
valuation growth, construction and construction-
related sales tax receipts, and anecdotal 
reports from the King County Assessor’s Office.  
The proportion of assessed valuation growth 
attributable to the unincorporated area was 
estimated from a parallel  model of historic 
growth, sales tax data, and DDES permitting  
activity.

Aggregated assessed valuation for each of the 
ten major potential annexation area, other urban 

areas, and the rural area were than projected to 
2003 by allocating overall growth.  The primary 
allocation factor was again permit activity 
with adjustments for anticipated revaluation 
disparities among the major potential 
annexation areas.  

A longer term projection to 2010 has also been 
prepared by extending the short term model, 
forecasted personal income growth, and the 
County Demographer’s population forecast for 
the same period.
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B.  Real Estate Excise Tax

A complete database or taxable real estate 
transactions was constructed for 2000, 2001, 
2002, and the first six months of 2003, including 
the taxable amount and parcel number.  Data 
were cross-referenced with the geocoded 
2002 Assessment file (for 2003 tax liabilities) 
to identify the geographic pattern of REET tax 
collections.  

Unlike property tax estimates, this model yields 
both historic actuals and provides the basis 
for dynamic forecasting.  2004 revenue was 
projected using the REET forecasting model, 
which predicts future revenue levels based on 
the statistical sales velocity of like residential 
parcels (that is, the likelihood that given 
residential parcels will be involved in a taxable 
real estate transaction), historic collections 
and economic indicators, including prevailing 
interest rates and aggregate housing demand.  

The 2004 revenue forecast directly matches the 
geographic pattern of tax collections, omitting 
unusual tax payments.  Large timberland 
acquisitions in the rural area have greatly 
enhanced county REET revenues in recent 
years.  Given the highly unpredictable nature of 
such transactions, no such revenue is assumed 
in the forecast.  Since this revenue accrues 
outside of the urban growth boundary, it has 
little impact on annexation discussions.
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C.  Sales Taxes

Taxable retail sales were analyzed through the 
county’s sales tax database of state combined 
excise tax returns.  Given the complexities of 
local option sales tax revenue assignment, 
a multi-tiered approach was undertaken to 
properly credit taxable retail sales.  

Retail establishments, and sales tax filers that 
reported addresses within unincorporated 
King County, or had an ascertainable address 
through telephone directory or internet 
searches, were directly geocoded by zip+4 
fields into one of the ten major potential 
annexation areas, other urban, or rural areas.  

Receipts from certain industrial classifications 
were assigned by appropriate demographic 
factors.  Wireless telephone revenue was 
allocated according to population, automobile 
and car/vessel registrations according to 
income-weighted population, construction 
according to building permits and population, 
and business services according to the number 
of businesses, adjusted by the average number 
of employees.  

In total, 39 percent of sales tax revenue 
was allocated through automatic or manual 
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geocoding and another 47 percent by industrial 
classification.  The residual, consisting of 
smaller establishments with little to no tax 
liability, was allocated proportionately to other 
sales tax receipts.  The logistical problems 
inherent in classifying roughly 46,000 combined 
excise tax returns into twelve geographic 
subareas cannot be understated.  

2004 revenue estimates for each of the 
potential annexation areas  were forecast 
from 2002 actuals by using weighted industrial 
classification growth factors from the county 
sales tax forecast model.  

General local sales taxes vary substantially 
from criminal justice sales tax revenue.  General 
sales taxes are assessed at 1.0 percent on 
taxable retail sales and are directly tied to 
location.  This revenue is divided between the 
county (0.15 percent) and cities (0.85 percent), 
or in the case of unincorporated areas accrues 
entirely to the county.

Conversely, the criminal justice sales tax 
revenues are levied countywide at 0.1 percent, 
with 0.01 percent going to the county and 0.09 
percent divided on the basis of population.  For 
this purpose, the unincorporated area is treated 
like a city, with the county receiving amount 
proportionate to the unincorporated population’s 
share of total county population, in addition to 
the initial flat allocation of 0.01 percent.



D.  Leasehold Excise Tax

The Leasehold Excise Tax is collected by the 
state department of revenue but disbursed by 
the county.  Each leasehold has been geocoded  
to the corresponding levy code.  Unincorporated 
levy codes have been subsequently mapped 
to the ten major potential annexation areas, 
other urban, and rural areas.  This revenue is 
collected and disbursed on a lagged quarterly 
basis.  The excise tax of six percent is divided 
between cities and the county on a 2:1 basis.  
In unincorporated areas, the full six percent 
accrues to the county and the portion that would 
go to a city following annexation is classified as 
a local revenue.

While growth over time occurs as the number 
and value of leases generally increases, given 
the fixed nature of many leases, this revenue 
can be static over sustained periods of time.  
For this reason, no growth is assumed from 
2002 actuals.
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E.  Gambling Taxes

Revenue from each of the county’s licensed 
gambling establishments was geocoded 
according to business location into the ten 
major potential annexation areas, other urban, 
and rural areas.  

2004 gambling revenues were forecasted 
based on historic growth trends, particularly the 
inverse relation ship between gambling receipts 
and some economic indicators, and department 
input during the budget process.  Aggregated 
totals for each potential annexation area  were 
projected to 2004 by applying the same overall 
forecasted rate of growth.
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F.  Pet Licenses

Each 2002 new or renewal pet license 
application was geocoded using the zip+4 field.   
Pet licenses outside of the unincorporated 
area were excluded.   Pet licenses reporting 
post office box zip codes were assigned to 
neighboring residential areas on a weighted 
average based on past work with sales tax 
analysis.  Once geocoded, aggregated totals 
were calculated for each of the ten major 
potential annexation areas, other urban, and 
rural areas.

The 2004 pet license revenue forecast was 
prepared from departmental estimates.   
Aggregated totals for each potential annexation 
area  were projected to 2004 by applying the 
same overall forecasted rate of growth.



G.  Liquor Excise Taxes and Liquor Control 
Board Profits

All liquor related revenues are collected by 
the state and distributed by population-driven 
formula to local governments.  This formula was 
replicated for the ten major potential annexation 
areas, other urban, and rural areas.

Liquor related revenues are forecast based on 
historic collection trends.  The overall growth 
rate assumption is applied uniformly to each of 
the ten major potential annexation areas, other 
urban, and rural areas.
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H.  Motor Vehicle Fuel Tax

Motor Vehicle Fuel Tax revenues are allocated 
among local governments using one of the 
must complex and less easily replicated state 
distribution formulas.  The County Roads 
Division has developed a simplified model as a 
proxy for the state formula, and this approach 
is used to allocate current Motor Vehicle Fuel 
Tax receipts among the ten major potential 
annexation areas, other urban, and rural areas.  

2004 Motor Vehicle Fuel Tax revenues are 
estimated by applying the state’s official 
forecast to 2002 actuals.  The overall growth 
rate assumption is applied uniformly to each of 
the ten major potential annexation areas, other 
urban, and rural areas.
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I.  Cable Franchise Fee

Cable Franchise revenue was approximated 
from King County Office of Cable 
Communications records.  Since data supplied 
by Comcast does not well coincide with the 
urban growth boundary or most major potential 
annexation area boundaries, revenue within 
overlapping subareas was allocated by 
household.



J.  Surface Water Management Fees

SWM fees have been omitted from this 
analysis.  These fees are not used for general 
government purposes and thus are not relevant 
to a discussion of county revenues.  Parcel 
data is included in the third section of this report 
to assist cities in calculating SWM revenue 
following annexation.
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K.  Development-Related Permit and 
Mitigation Fees

Development related fees have been omitted 
from this analysis.  These fees are premised 
upon cost recovery; the direct linkage between 
cost and expense makes such fees irrelevant to 
a discussion of general government revenues.



II.  Revenue Implications of Annexation
This two-page analysis was prepared by the Economics Section of the City of Seattle Department of Finance.  It focuses on a potential 
Seattle annexation of North Highline and West Hill, but raises general issues applicable to any annexation in King County.

Tax considerations of annexation

The purpose of this paper is to look at the tax changes that occur for the West Hill and North Highline

communities if they were annexed to the city of Seattle.

The major taxes to consider are property, business and occupation (B&O), sales, utility, and monorail.

After annexation, residents and businesses will be liable for all the taxes under Seattle’s tax structure.  In

some cases, they will be required to pay new taxes since B&O and utility taxes are not imposed in

unincorporated areas.  With regard to property tax, they will trade off some levies for others. Figure 1
summarizes the major tax differences between unincorporated areas and Seattle.  It is followed by a

discussion of how property tax would apply under the two scenarios.
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Property local rates include road
levy and junior districts

local rates are covered under
City rate – no junior districts

in Seattle

Seattle GO bond debt may be assumed
if proposed and approved by 60%

majority. Without debt assumption,

voter requirement for annexation

approval is simple majority.

B&O not applied applied to business revenue new tax for businesses

Sales applied to retail and

some services

applied to retail and some

services

no change

Utility not applied applied to major utilities

including cable, phone,

electricity, water and sewer

may exist in parts of unincorporated

area if service was already provided by

City utility; otherwise new tax

Monorail not applied applied to book value of

vehicle

Although currently not applied to

property, monorail authority could

extend to property tax.
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While some of the taxes hit businesses and residents differently, the property tax applies equally to all
residential and commercial property owners, and passed on indirectly to renters and lease holders.

Regardless of where the property is located in King County, the tax rates for the State, County, Port, and

EMS, referred to as the consolidated levy, is the same.  The respective school districts would also remain
the same.  The major difference lies in the local portion of the property tax.

Local portion
All unincorporated areas are subject to the King County road levy as well as the King County library

district.  Additionally, West Hill and North Highline are served by their own fire districts.  In comparison,

Seattle has a local property tax authority of $3.60 per $1000 assessed value to cover general governmental

services and simple-majority voter-approved levies. Seattle does not have junior districts, but does have
long-term bond debt.

If incorporated into Seattle, West Hill and North Highline would be subject to Seattle’s regular property
tax levy in lieu of the road levy, fire district levy, and library district levy. They would be liable for

Seattle voter-approved “lid lifts,” i.e. property tax levies passed by simple-majority of voters in Seattle.



Seattle’s lid lifts support education programs, parks, community centers, Seattle Center, low-income

housing, and fire facilities. Existing bond debt of West Hill and North Highline would continue after
incorporation until expiration of bonds, and West Hill would continue to pay its existing hospital levy.

Seattle residents would not assume any bond debt of West Hill or North Highline; however, the opposite

may not apply.  All or any portion of Seattle’s indebtedness can be included on a proposition for approval.

However, the approval requirement increases to a majority of 60% of registered voters of the territory
proposed to be annexed, and there are turnout requirements. This is opposed to a simple-majority

approval requirement for annexation without assumption of debt. Figure 2 illustrates the trade offs that

would occur under incorporation.
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By incorporating into Seattle, West Hill and North Highline would probably reduce their property tax
liabilities. Using 2003 rates, West Hill would reduce its bill by 6.8% and North Highline by 7.4%. Figure

3 shows how the average tax bill might change under incorporation. Factors that would change the

amount of taxes owed when incorporating into Seattle include the passage of voter-approved measures in
Seattle. For example, the recently passed Seattle fire facilities levy would add approximately 30 cents to

the Seattle rates in 2004.
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North Highline

commercial $560,000 12.79 11.84 $7,200 $6,600

residential $170,000 12.79 11.84 $2,200 $2,000

West Hill

commercial $395,000 12.44 11.59 $4,900 $4,600

residential $200,000 12.44 11.59 $2,500 $2,300

Road levy

Fire district

Library district
�

Non-

negotiable

Seattle

regular levy
(including

lid lifts)

Negotiable

Seattle

bond debt

�

Consolidated Levy

State

County

Port

EMS

Non-negotiable

Seattle regular levy

Existing school district

Existing bond debt

Hospital levy (W.Hill)

Negotiable

Seattle existing bond

debt (requires 60%

approval)

�
Consolidated Levy

State

County

Port

EMS

Road Levy

Area specific

Fire District

Library District

Hospital levy (W. Hill)

School District

Bond debt
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III.  Prospective Municipal Collections: 
Estimation Methodology for Unincorporated 
Area Revenues

A. Imputation of Equivalent Revenues

For the bulk of current revenues, current 
collections can be easily imputed into municipal 
revenues.  For example, the local portion of 
sales tax collections  (excluding the regional 
0.15 percent that remains with the county) 
directly transfers, as does the leasehold excise 
tax, and gas tax.  Other revenues involve the 
same base but the application of a different rate 
– property taxes, surface water management 
fees, and gambling taxes (where legal).  Finally, 
liquor revenues use the same formula but a 
different pool of funds for cities than counties, 
resulting in a different calculation.

B. Utility Taxes

Utility tax revenue estimates were prepared 
for the potential annexation areas, other urban 
areas, and the rural portion of unincorporated 
King County from a variety of statistical sources.   

For each utility classification, separate usage 
estimates were prepared primarily using 2000 
Census block group data and King County 
Assessor records.  Key variables were the 
prevalence of utility water service, sewage 
service, primary source of household heat, 
dwelling type, size, and age, and the age 
distribution of residents.  

Some utility classifications, most notably 
telephone and water service, are universally 
available and were allocated proportionate 
to the number of households, adjusted only 
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2000 Census Data Extract
Bureau of the Census Logical Record Number corresponding to major Potential Annexation Areas
Proportion of households with utility service available (telephone, plumbing).
Primary heating source of households (utility gas, electricity).
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for the size of the family and dwelling.  Cable 
television and solid waste utility revenue was 
estimated using existing county data for the 
unincorporated area.  

Electricity and natural gas, however, presented 
much larger logistical problems.  To start, 
Puget Sound Energy, which provides both 
electricity and natural gas utility service over 
the majority of unincorporated King County, 
declined to share revenue information for the 
area.  Although regulated by the state, Puget 
Sound Energy is only required to divulge 
state level statistics.  Seattle City Light did 
provide electricity consumption data for the 
unincorporated sections of its service area 
– West Hill and North Highline.

Stark differences in electricity and natural 
gas consumption exist between households; 
demographics and housing characteristics 
are used to account for this substantial 
variance across major potential annexation 

areas.  Further adjustment was made to 
composite household profiles to account for 
differences in utility services from regulated 
utility rates.  The resulting aggregate totals 
are shown for each major potential annexation 
area by utility category.  Since the focus was 
estimating household consumption patterns, 
small adjustments were needed to capture 
commercial and industrial properties.  In 
general, non-residential utility consumption was 
assumed as a multiple of the value of buildings 
and improvements on each non-residential 
parcel.  Apartments and condominiums were 
modeled in a similar fashion, with adjustments 
made for total square footage, structure age, 
and heating source.

Small statistical adjustments were made to 
reflect changes since 1999 (the target year for 
most 2000 Census questions), and inflation 
factors were applied where appropriate to 
anticipate 2004 levels.  
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C. Business Licenses and Gross Receipt Taxes

Business license revenue is easily calculated 
from covered employment data.

The state does not collect data on local 
business gross receipts, making prospective 
local business tax estimates difficult.  We 
have used sales tax data to estimate gross 
receipts by using tow-digit standard industrial 
classifications to correlate taxable retail sales 
and use payments with statewide reported 
gross receipts.  Given the high variability of 
such estimates, the revenue number is one 
standard deviation below the median forecast.

IV.  County  Revenue Forecasting Overview

The King County Office of Management and 
Budget maintains a variety of forecasting models 
with which to analyze, estimate, and forecast 
revenue collections.  These models are dynamically 
linked, providing data annually for the King County 
Executive’s Proposed Budget, and four times each 
year for the Quarterly Budget Report and Quarterly 
Economic Report.

Sales tax collections account for the largest year-to-
year variance in the county budget.  Over the past 
decade, actual collections have swung up or down, 
on average, by $3.5 million annually.  Detailed data 
is needed to provide accurate forecasts.  Although 
King County legally imposes local option, criminal 
justice, and transit sales taxes totaling up to 1.9 
percent of retail sales in some parts of the county, 
the state Department of Revenue (DOR) collects 
and administers the tax.  DOR has transitioned 
through a variety of mainframe and minicomputer 
systems since local option sales tax collections 
commenced in 1976.  
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The Office of Management and Budget has 
developed one of the most extensive sales tax 
forecasting models in the country.  Detailed monthly 
tax collection statements date back to 1983, 
including 14 years recovered from data tapes. The 
amount of data involved is substantial.  Each tax 
collection statement contains detailed accounting 
by place of business of taxable retail sales and use 
tax receipts.  Firms are classified by SIC, and for 
more recent years, NAICS.  Extensive identification 
information, from self-reported mailing address 
to business license and corporation identification 
numbers are also included, including information on 
payment delinquencies, appeals, and accounting 
corrections.   Altogether, a typical month will include 
200,000 entries – nearly five million records.

Such data is important due to the nature of excise 
and sales tax reporting in Washington state.  
Depending on the size of gross revenues, firms 
are required to report on an annual, quarterly, or 
monthly basis (and semi-annually in the past).  
Payments are due to the state treasurer during the 
month following the tax collection period, and are 
reported and disbursed to the county during the 
third week of the second month following the tax 
collection period.  

For example, on February 21, 2003, the county 
received the February 2003 disbursement from 
DOR.  This disbursement covered returns for 
three tax collection periods – monthly returns 
for December 2002, quarterly returns for the 
4th Quarter of 2002 (October, November, and 
December), and annual returns for the 2002 
calendar year.  Tax payments received by DOR after 
late January 2003 were not included in the February 
disbursement; there is typically a lag of six weeks 
between receipt of payment and disbursement of 
delinquent tax revenues.  As a consequence, up 
to 20 percent of a given disbursement payment 
consists of delinquent tax activity, with wide swings 
in delinquency rates from month to month defying 
simple seasonal and economic cycles.

Two other data sets are combined with collection 
data in the sales tax forecasting model.  Business 
and occupation tax collections and state utility tax 
receipts are useful indicators of business conditions, 
while quarterly comprehensive employer/employee 
data from the state Employment Security Division 
on wages covered in the unemployment insurance 
system provide the single best indicators of 
localized economic health.

A second major model maintained by the Office of 
Management and Budget forecasts property tax 
revenue – specifically annual new construction 
activity.  Initiative 747, approved in November 2001, 
limits regular property tax levy revenue growth to 
one percent plus the value of new construction as a 
proportion of total assessed value.  Sales tax filings 
and covered employment by construction firms 
are the primary variables in this model, as well as 
periodic updates from the assessor’s office.

Several other econometric models are maintained to 
project the Real Estate Excise Tax, Auditor Recorder 
Filing Fee, Delinquency and Penalty Fees, Rental 
Car Taxes, Interest Earnings, and a host of other 
revenues.  An outyear projection model provides 
detailed three-year forecasting of approximately 200 
smaller general fund revenues.


